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In May, President Gonzalo Sanchez de Lozada's government began receiving bids from domestic
and foreign companies to purchase a 50% stake in the state electric company Empresa Nacional
de Energia Electrica (ENDE) and the telecommunications enterprise Empresa Nacional de
Telecomunicaciones (ENTEL). In addition, the government awarded new contracts to three foreign
and domestic companies to explore and eventually exploit mineral deposits held by the state-run
Corporacion Minera de Bolivia (COMIBOL), which is the first phase of a plan to privatize the mining
company's assets. The Sanchez de Lozada administration had formally initiated the privatization
program known as the "state capitalization plan" (plan de capitalizacion) last March, when it called
on interested firms to begin submitting bids for ENDE and ENTEL (see NotiSur, 03/30/95).
Under the program, the government plans to sell off 50% of shares in the state's six large
monopolies, which, in addition to ENDE and ENTEL, include the public railroad company ENFE,
the state smelting firm ENAF, the government petroleum industry YPFB, and the state airline
LAB. The capitalization plan is a novel variant of privatization programs carried out in other Latin
American countries, because rather than the proceeds from sales being channelled into state coffers,
the funds will be directly reinvested in the privatized enterprises to "recapitalize" them, providing
the firms with fresh funds needed for modernization and investment projects. The administration
of the firms will be turned over to the winning bidders, and the remaining 50% of stock in the
companies will be divided among all Bolivians over 18 years of age through a special government
pension fund set up for that purpose.
During 1994, the government carried out many legal reforms to pave the way for the privatization
program to move forward, including setting up a new Capitalization Ministry to oversee the sale
of state firms and supervise post-privatization regulatory activities. Still, some important bills
are still pending in the legislature, such as a new law to govern private pension funds that will be
allowed to manage the shares from state enterprises that are to be distributed among workers. A
new stock exchange law is also pending, since workers will be free to buy and sell their shares in
state companies after they are distributed. Notwithstanding the pending legislation, however, the
government decided to move forward with the privatization of some of the firms, leading to the
request for bids on ENDE and ENTEL last March.
As a result, in May the government received its first offers for those firms from an array of foreign
and domestic companies. More than 30 firms submitted bids for ENDE, which will be the first firm
to be sold, probably in July. The bidders are grouped into seven consortia: Energy Initiatives Inc.,
Dominion Energy Inc., Energy Trade and Finance Corporation, Inverandes S.A., AES Americas Inc.,
Constellation Energy, and Enron Electric Ltd-Ice Ingenieros S.A. Although the government has
not announced the individual makeup of each consortium, the competing investor groups include
companies from the US, Canada, Australia, Latin America, and Europe. ENDE is the smallest of the
six monopolies to be sold under the capitalization plan. The company's three hydroelectric plants
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are estimated to be worth a total of about US$194 million, although the amount that the government
is asking for the units is still secret. By international standards, ENDE's output is minimal, with a
total generating capacity of 468 megawatts.
Nevertheless, foreign bidders are apparently attracted to the growth potential for electricity sales
in Bolivia. Electricity demand is growing at about 7% per year, and 44% of all Bolivians still have
no access to electricity. Despite the relatively small size of ENDE, the government stressed that
the presentation of bids on the company represents an important symbolic step forward in the
privatization program. "This is a historic moment," said Alfonso Revollo, head of the Capitalization
Ministry, after receiving the bids in May. "With this first step the capitalization plan has entered a
point of no return." At the end of May, the government also received preliminary bids from eight
foreign companies for ENTEL. The government is now reviewing the offers to determine which
bidders will be permitted to participate in the auction, which will be held soon after ENDE is sold.
The interested bidders include France Telecom, the US firms Bell Atlantic International and MCI,
Korea Telecom, Marconi SGPS Comunicacoes of Portugal, Spain's Telefonica Internacional, Italy's
Stet International, and Chile's Sprint Internacional.
More potential buyers may yet submit offers for ENTEL, since the government was forced to extend
the closing date for bids given that the new telecommunications law is still pending final approval
in the legislature. The bill had been held up because the country's 22 independent telephone
cooperatives which now handle most domestic telephone services around the country bitterly
objected to the government's plan to grant an eight-year monopoly on all services to the new
owners of ENTEL after it is sold, which would put the cooperatives out of business. At present, the
government handles long distance services, but ENTEL contracts out most domestic services to the
cooperatives. In fact, strikes and protests over the planned privatization of ENTEL and other firms
greatly contributed to the government's decision in April to impose a state of siege (see NotiSur,
06/16/95).
Government conflicts with labor unions continue, but the Sanchez de Lozada administration did
come to terms in May with the members of the country's telephone cooperatives, thus bringing to
an end work stoppages by cooperative members that had begun in April. In effect, the government
negotiated a compromise agreement with the telephone cooperatives on the telecommunications
bill, which will likely be passed in July without much difficulty. Under the agreement, the winning
bidder will only be granted a monopoly on domestic and international long-distance services,
and the monopoly period will be reduced to six years. Thus, local telephone cooperatives will be
able to sign concession contracts with the new firm that takes over ENTEL to continue providing
some domestic services around the country. Notwithstanding the progress in privatizing ENDE
and ENTEL, plans to sell off the other four monopolies that are to be included in the terms of
the capitalization plan are moving much more slowly than expected. Investor interest is much
less apparent in the state airline LAB and the railroad system ENFE than in other firms, which
has encouraged the government to first concentrate on privatizing the other monopolies. In the
case of LAB, the capitalization plan has aroused aggressive opposition by the company's union,
which could scare off investors. As for ENFE, the railroad's operations must be streamlined prior
to privatization to make the company more attractive. In addition, the winning bidders will have
to invest heavily in new technology, and a large injection of capital will be necessary to build a
new stretch of line to link the Andean and eastern sections. Capitalization of the oil company YPFB
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is moving forward. Solomon Brothers, the investment bank charged with promoting the firm's
privatization, began work on developing strategies in May. And, by the end of June, the government
is expected to make a vital decision on whether the YPFB will be offered as a single company or
split into individual units to be sold off separately. Technical and financial studies and certification
of petroleum and gas reserves are all well advanced. Meanwhile, in a related development, in
early June the government awarded three new contracts to foreign and domestic firms to explore
and exploit unused mineral deposits held by the state mining firm COMIBOL. In mid- 1994, the
government decided to auction off concessions on some 1 million hectares of land owned by the
state, rather than privatize the holdings outright. Under the Bolivian Constitution, nationalized
mining properties cannot be simply sold off, so the government opted to form joint ventures, or
alternatively lease exploitation rights to interested investors. "We badly need new financing for
exploration, and the best method is via joint ventures," said COMIBOL general manager Luis
Arnal. "The operator has total autonomy in management, with COMIBOL limited to ensuring that
the Bolivian state's interests are safeguarded." Under the three new contracts, the Canadian firm
Silver Standard Resources of Vancouver was awarded exploration rights to a 2,000 ha silver and
gold deposit called El Asiento, located in the traditional southern mining department of Potosi,
which borders Chile and Argentina. Two foreign and domestic consortia were also awarded smaller
concessions to explore the Los Lipez gold deposits, located along the Chilean and Argentine borders
in Potosi. One consortium includes the Bolivian firm Labarca in partnership with the US company
Battle Mountain, and the other consortium comprises Canada's Echo Bay and the Bolivian firm
Emusa. The participating companies promised to invest a combined total of US$6.4 million in
exploration activities in their respective concessions. Although the government will only seek
joint ventures to exploit its properties rather than push for constitutional amendments to sell the
holdings, COMIBOL does plan to privatize all its other assets by the end of this year, which include
smelters, refineries, and other infrastructure. The idea is for the government to withdraw from
direct productive activities. In fact, COMIBOL once the mightiest of all Bolivian state companies
with more than 30,000 workers has shrunk its work force to just 1,400 employees, and under the
new divestment plan, COMIBOL will eventually be reduced to just a 20- to 30-person operation
limited to administering leasing and joint-venture contracts. "What's important is that the state is
withdrawing completely from production," said Luis Arnal. "And by attracting foreign investors to
develop what the state has been unable to, we hope to reactivate the economy of western Bolivia,
one of our poorest regions." (Sources: Financial Times, 05/11/95, 05/19/95; Inter Press Service,
05/18/95, 06/01/95; Associated Press, 06/02/95; Notimex, 06/03/95; Agence France-Presse, 01/17/95,
03/27/95, 06/07/95; Reuter, 05/04/95, 06/12/95)
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